This paper investigates empirically whether financial incentives, and in particular governmental child subsidies, affect fertility. We use a comprehensive, nonpublic, individual-level panel dataset that includes fertility histories and detailed individual controls for all married Israeli women with two or more children from 1999-2005, a period with substantial variation in the level of governmental child subsidies but no changes in eligibility and coverage. We find a significant positive effect on fertility, with the mean level of child subsidies producing a 7.8 percent increase in fertility. The positive effect of child subsidies on fertility is concentrated in the bottom half of the income distribution. It is present across all religious groups, including the ultra-Orthodox Jewish population whose religious principles forbid birth control and family planning. Using a differences-indifferences specification, we find that a large, unanticipated reduction in child subsidies that occurred in 2003 had a substantial negative impact on fertility. Overall, our results support the view that fertility responds to financial incentives and indicate that the child subsidy policies used in many countries can have a significant influence on incremental fertility decisions.
Introduction
This paper investigates empirically the effect of financial incentives on individual fertility decisions using a comprehensive, nonpublic, individual-level data set at Israel's Central Bureau of Statistics (CBS). Our data contains fertility history and detailed individual controls for all married Israeli women with two or more children during the six-year period [1999] [2000] [2001] [2002] [2003] [2004] [2005] . During this period, there was substantial variation in the level of governmental child subsidies, including one large and unanticipated reduction in levels, but no changes in eligibility or coverage.
Our empirical analysis shows that child subsidies do have a significant positive effect on fertility. The effect of child subsidies on fertility is stronger for households in the bottom half of the income distribution and for new immigrants -the groups from whom the allowances are more economically meaningful. The positive effect of child subsidies is present across all religious groups, including the ultra-Orthodox Jewish population whose religious principles forbid birth control and family planning.
There are at least two motivations for studying the relationship between economic incentives and fertility. First, since the now-canonical Becker (1960) fertility model, there has been significant interest among researchers in whether and to what extent fertility responds to financial incentives. Some researchers continue to believe that fertility decisions are shaped by social, religious, and cultural forces, and that financial incentives of the magnitude used in many countries cannot be expected to have a meaningful effect on such decisions (Gauthier (1996) ). In this context, we examine a key prediction of the model: that fertility will respond to changes in the price of children.
Second, the question of whether fertility is responsive to financial incentives is not only of theoretical interest but also has significant policy implications. Facing sharp declines in the birthrate in the latter half of the twentieth century, many developed economies have adopted either explicitly pro-natalist policies (France, Germany, Sweden, and the Canadian province of Quebec) or implicit subsidies to children through childcare (most Western European countries, the United States, and Canada). Despite the prevalence of these polices, the evidence of their impact on fertility (reviewed in Section 2) is inconclusive.
Fertility rates in Israel (2.84 children per woman) are high relative to those in the United States (2.07) and Europe (significantly below 2 for most countries). Nonetheless, Israel has since 1959 maintained a generous system of child subsidies, referred to as "child allowances," paid monthly to eligible families with children. The total amounts paid as child allowances comprised 1.5% of Israel's GDP in 2000.
The period we study (1999) (2000) (2001) (2002) (2003) (2004) (2005) is of interest for two reasons. First, whereas child allowance benefits had been trending up over time prior to 2003, there was in 2003 a large, unanticipated reduction (discussed in detail in Section 3.2) in the generosity of the child allowance. Second, although there is substantial variation in the level of child allowance during the period we study, there were no changes in eligibility. This situation creates an ideal setting for examining the impact of the child allowance on fertility.
We merge several nonpublic data sets that Israel's CBS maintains, with certain restricted access allowed for research work done in the CBS's central office. We create in this way a unique and comprehensive individual-level panel data set that includes the fertility history of all married women with two or more children between 1999 and 2005. In addition to fertility histories, our data set contains detailed individual controls including education, religion, immigrant status, and income for both the woman and her husband.
Because our panel data set enables us to control for a rich set of individual characteristics and to examine a sequence of comparable changes in financial incentives, it has significant advantages over the data used in prior empirical work on the subject (reviewed in Section 2).
We use two approaches to identify the effect of the child allowance on fertility.
First, we use variation across each of the six years in child allowance, controlling for the number of previous children, along with income, education, religion, immigrant status, and a time trend. This approach the between-year variation in the level of child allowance for a given number of children. We find that the mean level of monthly child allowance for an incremental child (363 NIS, about $83 § ) leads to a 0.8 percent increase in the probability of an incremental pregnancy, or a 7.8 percent increase in fertility compared to the baseline probability of pregnancy. The effect is robust to controlling for time dummies and religionspecific time trends.
We find significant effects within each religious group (secular Jewish, religious Jewish, ultra-Orthodox Jewish, Arab Muslim, Arab Christian, and Druze and other), with the largest effect among the ultra-Orthodox and Arab Muslims. This is notable because of religious injunctions against birth control and family planning among the ultra-Orthodox.
We find that the effect is largest in the lower two quartiles of the income distribution, and that it is relatively small in the top income quartile.
Our second approach is to use the 2003 change in child allowance, which was the largest and most unexpected change in child allowance in this period. Based on our § During the period of our study, the average exchange rate of NIS to US dollars was 4.4.
findings of a small effect in the top income quartile and a large effect in the bottom quartile, we use these as our comparison and treatment groups in a diffs-in-diffs specification. For a range of time windows, we find that the 2003 reduction in child allowance had a large, negative, and significant effect on fertility.
The remainder of this paper is organized as follows. Section 2 provides a brief overview of the literature. Section 3 describes our data set and the child allowance program in Israel. Section 4 discusses our identification strategy and specifications. Section 5 presents our results, and Section 6 concludes.
Literature Review
The seminal theoretical reference on fertility as an economic decision is Becker (1960) . This canonical model has been extended in various directions by, for example, introducing family transfers (Cigno (1986) ) and social dynamics (Manski and Mayshar (2003) ). Some researchers, however, continue to believe that financial incentives -at least incentives with the magnitude of those in fact used by governments -do not have a meaningful effect on fertility decisions which are instead shaped by social, religious, and cultural factors (Gauthier (1996) ). Thus, it is important empirically to test whether and to what extent fertility responds to financial incentives. Researchers seeking to address this question have used both cross-country data sets and individual data within a single country.
Cross-Country Studies: Birth rates are now below or close to the replacement level in many developed countries, and some countries have adopted policies that subsidize fertility directly, seeking to reverse some of the demographic trends toward lower birth rates. Demeny (1986) reviews the mixed evidence on pro-fertility policies in France, Romania, Germany, and Hungary. Gauthier and Hatzius (1997) provide cross-country evidence from 22 OECD countries; they find a small but significant effect of direct cash benefits, but an insignificant effect of maternity benefits in their analysis.
Studies Using Individual Data: A number of recent studies use individual data and exogenous variation in policy variables to investigate the impact of financial incentives on fertility. Milligan (2005) examines the impact of a child subsidy introduced in the province of Quebec in Canada in the mid-1990s. He uses a differences-in-differences strategy comparing Quebec and other provinces, and finds a significant effect of the policy in the expected direction. Laroque and Salanié (2005) use cross-sectional French data and variation in the French tax code, concluding that tax incentives have an effect on fertility decisions in France.
** Although the United States does not offer direct child subsidies, it provides subsidies for childcare. Several studies examine the effect on fertility created by the tax code, social security, and other childcare benefits in the United States. Whittington (1992) examines the effect of tax incentives and finds a positive effect. Blau and Robbins (1989) find that a greater availability of childcare encourages fertility. Several papers exploit changes in the Aid to Families with Dependent Children program and recent welfare reforms to study potential effects on fertility (see Acs [1996] Fairlee and London [1997] , Rosenzweig [1999] , Joyce, Kaestner, and Korenman [2002] , and Kearny [2002] ). Overall, this literature finds no, or modest, effects. † † ** In addition, Schellekens (2006) examines data from the period 1983-1995 in Israel and seeks to estimate the effect of the child allowance on the hazard rate of childbirth. The length of the period examined makes it difficult for this study to disentangle the effect of child allowances from that of long-run fertility trends. † † In addition to single-country studies that use individual data, there are some studies that discuss the potential effects of child subsidies on the basis of aggregate data. One noteworthy study is Our Contribution: Our data set enables us to carry out an analysis that has a number of advantages over previous work. First, Laroque and Salanié (2005) argue that existing studies are unable to control with sufficient detail for individual characteristics and family structure. Our access to a range of comprehensive, nonpublic CBS data sets allows us to address this issue. We are able to control for a rich set of individual and household covariates, as well as to study how the responsiveness of fertility to financial incentives varies across religious, income, and immigrant-status groups.
Second, our panel data set covering a six-year period enables us to examine multiple changes in allowance levels in both directions. This variation improves our ability to identify the effect of child allowances on fertility.
Third, the unanticipated and large 2003 reduction in allowance level, and the nature of our data set, provide us with a good setting for difference-in-difference examination.
Because we are able to observe the exact date of birth, and thus the likelihood of incremental pregnancies just before and just after the reform, we can focus on a relatively short time period, which mitigates the problem of long-run fertility trends that could be confounded with the effects of the child allowance reform.
The Data and Institutional Background

The Data
We use nonpublic individual-level data sets that Israel's CBS maintains and to which the CBS allows restricted access in its central office. Our extract from the data contains Manski and Mayshar (2003) , which discusses why fertility rates in Israel could decline in the overall population while at the same time increase in the ultra-Orthodox Jewish population.
information on all women in Israel who were married, under 45, and had at least 2 children during the period 1999-2005. ‡ ‡ We restrict the sample in this way because there was little variation during our period in the child allowance for first-and second-born children (see Table 3 ) and most third and higher-parity births are to married women. The data follow each woman from the time she satisfied the conditions for inclusion in the data until 2005 or until the woman turned 45 (if earlier).
We merged a number of data sets, each separately maintained by the CBS, to create a comprehensive data set that includes fertility history, education, religious affiliation, Religion: We infer the degree of religiosity for the Jewish population by using information on the kind of kindergarten and school that their children attend. Since in Israel the state maintains for each sector its own primary and secondary education systems, the choice of school identifies the parents' ethnic group (Arab or Jewish) and degree of religiosity for the Jewish population (secular, religious, ultra-Orthodox). Each public kindergarten and school is coded as being secular, state-religious, ultra-Orthodox, or Arabeducation (where the first three concern the Jewish population).
Income: Finally, income data was obtained from the matched employer-employee database, based on income tax files, that is maintained by the CBS. For both the mother and the husband, we have the following information: employment status (self-employed or wage earners), the number of jobs held, the number of months worked, gross income, industry of employment, income tax, mandatory health insurance contributions, and social security contributions. We use these data to create socio-economic controls.
Institutional Background: The Child Allowance System in Israel
The child The period we study (1999) (2000) (2001) (2002) (2003) (2004) (2005) ) has many changes in the level of child allowances (see Table 3 ) but not in eligibility and coverage. In addition to incremental increases in the child allowance (mostly linked to inflation adjustment), there were two significant policy § § For a review of the child allowance system and a wealth of descriptive statistics about it, see Frish (2004) . newborns to families with more than four children received 782 NIS. These are meaningful changes for many of the affected families, especially bearing in mind that the highest fertility groups (the ultra-Orthodox and Arab Muslims) are also the poorest.
Theoretical and Empirical Framework
Theoretical Framework
We view the fertility decision within the Becker (1960) framework. There is a demand for children along with other commodities. In this context, variation in the child allowance will have two effects. First, decreases in the child allowance increase the price of the marginal child and are expected to reduce fertility. Second, reductions in the child allowance decrease payments received for intra-marginal children, leading to a reduction in income. Thus, reductions in the child allowance also have an income effect which, assuming that children are normal goods, can also be expected to reduce the demand for children.
Much attention has been devoted to the quantity-quality tradeoff in fertility (see Angrist, Lavy, and Schlosser (2006) and Black, Devereux and Salvanes (2007) ). In this regard, an important feature of our strategy is that benefits, and our estimate of their impact on fertility, are conditional on the number of children. This means that parents cannot use incremental child allowance income to reduce fertility and increase the quality of their children. Of course, it does not rule out the opposite possibility, namely that families can choose to increase the quantity of children at the expense of child quality.
There is also scope, potentially, for dynamic fertility effects and for effects on completed family size. Given the largely unanticipated nature of changes in the child allowance during the period we study, we believe that anticipation effects will be limited.
The short time window of six years makes it difficult to study delayed fertility and completed family size.
Empirical Strategy
Our empirical strategy is based on examining the relationship between the fertility decision and child allowance. Thus, we time births to the month of conception and use an indicator for having become pregnant in that year as the outcome.
Our key right-hand-side variable is the child allowance for the incremental child,
i.e., the child allowance a woman would expect to receive for her next child given her fertility up to that point. Thus, the incremental child allowance varies by number of prior children and year. As discussed above, there is a substantial variation in the child allowance in this period. There are several reasons why we believe it is reasonable to think of the incremental child allowance as being exogenous with respect to fertility choices.
First, incremental child allowance is not directly tied to the work and income decisions of the household, and thus is independent of labor decisions. Second, we address the concern that, since households choose their level of fertility and that prior to 2003 there were much higher child allowances for high-parity births, households are implicitly choosing their level of child allowance. We address this concern by including a full set of dummies for the number of previous children. This implies that the remaining variation is between years and not between high and lower fertility individuals. Third, we examine a period in which there were a number of unanticipated changes in the child allowance.
We also include a broad set of household controls: education (from the school registry), income quartile and work status (from social security data), and detailed controls for religion (as described above: secular Jewish, religious Jewish, ultra-Orthodox Jewish, Arab Muslim, Arab Christian, and Druze and others). As mentioned above, we also include a full set of dummies for the number of previous children. This is important for deal with not only selection effects mentioned above but also omitted variable bias with respect to fertility.
With respect to the issue of confounding time effects in the data, it is worth noting that there are no strong time trends in fertility apparent in this time period (see Figure 1 ). It is also worth noting that child allowance both increased and decreased in this period, which helps to identify its effect as distinct from a time trend. Furthermore, in our main specification, we include both a time trend and time-varying macro controls:
where we use a probit specification. Time-varying factors that could affect fertility and that we control for include the unemployment rate and GDP growth. As a robustness check to our main specification, we also present results using time fixed effects:
When time fixed effects are included, our identification is based on the differential variation between years in the child allowance at different numbers of children. In particular, this exploits the fact that the child allowance declined much more dramatically for households with a large number of children.
We also consider a differences-in-differences specification that uses only variation around the policy change in 2003, which was the largest and most unanticipated change in child allowance during the period we examine. In particular, we compare the fertility of low-income women in a three-or four-month window before and after the policy change (pre-and post-May 2003) , using top income quartile women as a comparison group:
Our findings using our first approach indicate that the high-income quartile of women is least affected by the change in child allowance (which is plausible given the magnitudes).
Accordingly, we view the top income quartile as a plausible comparison group for the women most likely to be affected by the policy change, namely the lowest-income quartile. Household income is approximately 100,000 NIS. It is notable that household income is 30 percent higher for the secular Jewish population and much lower for both the ultraOrthodox Jewish and Arab Muslims. This is partly due to very low participation rates of ultra-Orthodox men and Arab women (51 percent and 22 percent respectively). Table 1 indicates that the average number of children per woman is 3.28, and Table   2 indicates that this variable greatly varies by religious group. Whereas the probability of pregnancy in a given year is 5 percent in the secular Jewish population, it is 18 and 26 percent respectively among Arab Muslims and the ultra-Orthodox. Not surprisingly, the table shows that the probability of high-order births is much greater among the ultraOrthodox and Arab Muslims than among other groups. For example, the probability of observing a third pregnancy conditional on having already two children is 6 percent in the secular Jewish population, 16 percent in the religious Jewish population, 28 percent among Arab Muslims, and 30 percent among the ultra-Orthodox. It is notable that the probability of an incremental child remains high among the ultra-Orthodox even after high parity births.
Results
Summary Statistics
Baseline Specification
In Table 4 , column (1), we present our baseline specification. Because we are interested in the effect of child allowance on fertility, we time births by the date (year) of conception.
The dependent variable is an indicator for conceiving in a given year.
Demographic controls include the mother's age and education and the father's age and education. Income and work controls include a dummy for whether the mother and father were working in the previous year and income quartile dummies. Since the unit of observation is a person-year and is timed by conception, it is unlikely that the mother's work is simultaneously determined with fertility. We include a full set of dummies for the number of previous children and for religious and ethnic group. We also include as a control the difference between the number of children a woman has and the average number of children in her area. Finally, we include a year trend.
We see that there is a positive and significant effect of the incremental child allowance on the probability of pregnancy. The size of the coefficient implies that the mean level of child allowance (363 NIS) leads to a 0.8 percent increase in the probability of pregnancy. Compared to the overall probability of pregnancy in the population (10.1 percent), this corresponds to a 7.8 percent increase in fertility for a typical woman. Table 4 and subsequent tables summarize the magnitude of the child allowance effect using a similar calculation.
It is also instructive to scale the effect by changes in the level of child allowance experienced by mothers due to the 2003 reform. For example, from Table 2 to the baseline probability of having a fourth child conditional on already having three children, which in 2002 is 3 percent in the secular Jewish population, 11 percent in the religious Jewish population, 28 percent in the ultra-Orthodox Jewish population, and 20 percent among Arab Muslims.
In thinking about the magnitude of the effect of the child allowance on fertility, it might also be useful to scale our results into income elasticity. For our baseline specification, a 3 percent decrease in average household income leads to an eight percent decrease in fertility, which seems large at first glance. However, if we scale our results by below-median family income the elasticities appear plausible: Child allowance can account for 20 or 30 percent of income in poor households. Furthermore, our results are for marginal income and an incremental child. If childcare technology consists of high fixed costs (e.g., the time spent supervising one child could just as easily be spent supervising ten) and low marginal costs (e.g., food), then a small absolute reduction in childcare incentives could plausibly have a significant impact on fertility for an incremental child.
The sign of other coefficients in the specification is largely in the direction we would expect. We find that both the mother's and the husband's age are negatively associated with pregnancy. The probability of pregnancy is 6.8 percent lower if the woman was pregnant in the previous year. The indicators for the number of previous children show an interesting pattern. Low-parity births (3 to 5 children) are associated with a reduction in the probability of pregnancy, but higher-party births are associated with an increased probability of pregnancy. This reflects the fact that in the secular Jewish population typical family size is 3 or 4, and that the sample of women who have 6 or more children is highly selected, with overrepresentation of the ultra-Orthodox and Arab Muslims.
The coefficients on the income quartile dummies indicate that the probability of pregnancy increases with household income. This is consistent with children being a normal good, although of course needs to be interpreted with caution since income and fertility are potentially jointly determined. To the extent that fertility reduces income, as women stay out of the labor force or reduce work in anticipation of pregnancy, we would expect a downward bias in the coefficient. One of the reasons we use income-quartile dummies rather than actual income as a control is that a household is less likely to shift income quartiles in anticipation of pregnancy than to experience some reduction in income.
Column (1) also shows the anticipated pattern of fertility by religion: Relative to the default category of the secular Jewish population, the probability of pregnancy is 6 percent higher in the religious Jewish population and 15 percent higher for the ultra-Orthodox.
Another variable that captures social norms with respect to fertility is the "child gap" -the gap between the woman's number of children and the average number of children in her locality; although this variable is not significant in the base specification, we will see that it is significant when the sample is split by religious groups.
Column (2) includes a control for the highest level of education in the household, i.e., the maximum of the woman's education and her husband's education; we use this formulation because it allows us to deal with some observations in which one of the education variables is missing and since the two are positively correlated when both are observed. The coefficient on this variable is positive and significant.
In columns (3) and (4), we repeat the specifications of columns (1) and (2) using time dummies rather than a time trend. Our results are very similar in sign, significance, and magnitude. Given the similarity of the two sets of results, we use a time trend in subsequent specifications since this allows us to exploit more of the variation in child allowance.
The Effect by Religious Group, Income Quartile, and Immigrant Status
In this section, we consider the effect of child allowance in subgroups defined by religion, income, and immigrant status.
There are several motivations for this. First, it is widely recognized in Israel that fertility patterns vary widely by religion, and it is important to ascertain whether our results are driven by any one particular group. Second, splitting the sample by income quartile provides an important plausibility check of our results. With the child allowance accounting for at most 3 percent of household income in the top income quartile, as opposed to 10 to 20 percent in the bottom two quartiles, it would be surprising if its impact on fertility was as large for the relatively rich as for the relatively poor. Third, to the extent that there is a differential effect of child allowance on immigrants, this will shed light on the process of fertility transition among immigrants.
The results of splitting the sample by population groups are presented in Tables 5-8 .
In Table 5 , looking at the dummies for the previous number of children, it is notable that except at very high birth parities (9 or higher) the ultra-Orthodox have a significantly higher probability of pregnancy: The probability of a pregnancy given that there are 3 children is 1.7 percentage points lower in the secular Jewish population and 2.6 percentage points higher among the ultra-Orthodox. This reflects the fact that there is a large subset of high fertility ultra-Orthodox, i.e., conditional on having 8 children, it is quite likely that the woman is part of the high fertility subset and hence there is a relatively high probability that there will be a 9 th child. Table 5 shows that the child allowance has a positive and significant effect within each of the six religious groups, with magnitudes ranging from 6.8 percent to 15.6 percent. 2.6 percent reduction in the probability of pregnancy among the ultra-Orthodox population and a 2.2 percent reduction in the probability of pregnancy among Arab Muslims. These reductions should be compared to the baseline probability of having a fifth child conditional on four, which is 24 percent and 13 percent for the ultra-Orthodox and Arab Muslims respectively (see Table 2 ). Given the religious discouragement of birth control and family planning and encouragement of large families among the ultra-Orthodox, the large and significant effect we find for this group is noteworthy.
Another feature of Table 5 is that the child gap shows up as positive and statistically significant in the secular, religious, and ultra-Orthodox Jewish population as well as for Arab Christians. For example, a secular Jewish woman who has two children in a neighborhood where the norm is three children is 0.6 percent points more likely to become pregnant (relative to a baseline probability of 4 to 5 percent). This finding is consistent with social norms playing a significant role in explaining patterns of fertility. Table 6 examines the child allowance effect when the sample is split by income groups. We find that the effect is positive and significant for each quartile, but the magnitude of the effect is much smaller for the top two income quartiles (5 to 6 percent) than for the bottom two quartiles (8 to 10 percent).
In Table 7 , we provide the breakdown by income quartile within religious groups.
We find a similar pattern: a significant effect for the bottom two quartiles, and either a small or an insignificant effect for the top two quartiles. Indeed, the breakdown by religious group reveals that the effect in the top quartile is driven mostly by the ultra-Orthodox and Arab Muslims. However, since income quartiles are defined within religious groups in Table 7 , it is worth noting that the top income quartile among the ultra-Orthodox and Arab
Muslims corresponds to a relatively low income level in the overall population.
The child gap variable is positive and significant for the first three income quartiles, but is insignificant for the top quartile. This suggests that women in the top income quartile are less susceptible to both financial and social pressures in making their fertility decisions.
Finally, in Table 8 we examine the differential impact of child allowance among new immigrants. From the first row, we see that new immigrants have much lower fertility rates than residents who are not new immigrants. This is consistent with the fact that in the 1990s the main source of new immigrants was Russia and the former Soviet Union, countries that have had low fertility rates for several decades. The main effect of child allowance (among non-new immigrants) is 0.000011, which is comparable to the effect of child allowance in the secular Jewish population in Table 5 . The interaction term is positive and significant at the 1 percent level: New immigrants are more responsive to changes in the child allowance than non-immigrants. Furthermore, the magnitude is large (0.000075);
for example, new immigrants are more responsive to changes in the child allowance than any of the religion or income groups examined in Tables 5 to 7 .
These results are interesting for two reasons. First, to the extent that new immigrants have a below-median income or have less wealth and family resources to draw on, Table 8 amplifies our conclusion from Tables 6 and 7 that child allowances have a greater effect on the fertility of population groups for which they are more economically meaningful. Second, the results indicate that the child allowance is one mechanism that leads the fertility of new immigrants to move toward the fertility of non-immigrants.
Differences-in-Differences Estimation
In this section, we present results for a difference-in-differences specification that uses just variation around the 2003 change in child allowance. As is evident from Table 2 , there were many changes in the level of the child allowance during the period we examine but the change brought about by the 2003 reform was the most dramatic. Furthermore, as discussed in Section 3.2, the 2003 reform was also the most unanticipated of the policy changes during the period we study. Thus, the 2003 reform provides an ideal window for examining the effect of the child allowance.
We adopt a differences-in-differences approach building on our results from Tables   6 and 7 . The results in these tables suggest that the effect of child allowance is much smaller for the top income quartile than for the bottom quartile. Indeed, when we split by religious group and income, the bottom-quartile effect is between 1.5 and 7 times larger than the top-quartile effect. This suggests a strategy of using women in the top income quartile as a comparison group for the treatment group of women in the lowest income quartile. To the extent that top income quartile women do respond somewhat to changes in the child allowance, our differences-in-differences estimator will subtract out both the time effect and some reduction in fertility due to the reduction in child allowance in 2003 and thus will tend to underestimate the true effect of the 2003 policy change.
We consider the proportion of women who became pregnant among those women who could have become pregnant (i.e., who were not currently pregnant or had not just given birth) over three-month and fourth-month windows prior to and following the reform.
We choose these windows because the decision to avoid pregnancy can be timed more precisely than the decision to become pregnant; the former could be instantaneously implemented whereas the latter can take significant time. The pre-reform period we use begins in January 2003, and we consider two post-periods -the first starting in June (immediately after the policy change), and the second starting in December (allowing enough time to elapse for the policy change to become credible).
The results are presented in Table 9 . The fertility of treatment group declines significantly relative to the control group. The magnitude of the effect is large, ranging from -0.78 percent to -1.45 percent depending on the specification used. Thus, our differences-in-differences results confirm the findings of our analysis of the full set of changes in child allowance from 1999 to 2005.
Conclusion
This paper has examined the effect of changes in child allowance levels on fertility using a panel data set from Israel. By merging several comprehensive individual-level data sets maintained by Israel's CBS for restricted use, we are able to match fertility histories with a rich set of individual and household controls.
We find a positive and statistically significant effect of the child allowance on fertility. The effect is concentrated among women with below median income and is stronger among new immigrants. There is a significant effect for women in each of the six religious types we observe, including in religious groups whose principles forbid family planning. Using a differences-in-differences specification to analyze the effect of the 2003 reform, we find a significant reduction in fertility associated with the reduction in child allowance.
Our results are important for several reasons. First, within the context of Israel our results show that the child allowance has provided an incentive for increased fertility.
Second, in the broader context of fertility programs -for countries trying to achieve higher birth rates -our results indicate that such programs can significantly contribute to increasing birth rates. Finally, our results confirm one of the key predictions of the Becker model of fertility.
Appendix A: Description of Variables
Variable Description Pregnant
Equal to 1 if the woman was pregnant in the calendar year and 0 otherwise. It is calculated by timing 39 weeks back from the child's birth date.
Number of children
The number of children the women had at the beginning of the calendar year.
Mother age
The age of the mother in years.
Father age
The age of the father in years. Religion
Equal to 1 for secular Jewish, 2 for religious Jewish, 3 for ultra-Orthodox Jewish, 4 for Arab Muslim, 5 for Arab Christian, and 6 for Druze and other Mother immigrant Equal to 1 if the mother is Jewish born in one of the following places:
Middle East, Asia, North Africa, Morocco, Ethiopia, or Africa. If the mother is Israeli native then we look at her father's place of birth. Defined only for the Jewish population. Father immigrant Equal to 1 if the father is Jewish and born in one of the following places:
Middle East, Asia, North Africa, Morocco, Ethiopia, or Africa. If the father was born in Israel we look at his father's place of birth. Defined only for the Jewish population. New immigrant Equal to 1 if either the mother or the father is Jewish and immigrated to Israel after 1990.
Max household education
Maximum of father's and mother's years of education. Equal to 1 for primary school, 2 for high school graduate, 3 for college, and 4 for postgraduate education. Mother working Equal to 1 if the mother had a positive annual salary and 0 otherwise. Father working Equal to 1 if the father had a positive annual salary and 0 otherwise Pregnant previous year Mother was pregnant in the previous year.
Child allowance The value of child allowance that will be given to the next child if born. Net income Parents' total income minus tax, plus annual child allowance for existing children Income quartiles Are computed separately in each year, and are computed by religious group when the specification is split by religion.
Gap with average kids in locality
The gap between the number of children in the family and the average number of children women belonging to the same religious group, same income quartile, and living in the same locality. Year Calendar year time trend. Unemployment rate Unemployment rate by year.
GDP change
GDP growth by year. 
